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Examination Plan 





TATEMENT showing requirements, rules, and examina- 
tions necessary to be complied with before the Board of 
Directors will grant a Certificate of Efficiency in Cost Ac- 
counting and Industrial and Business Organization and Ad- 
ministration, as enacted by the board at its meeting held 
December 7th, 1927. 


General 


(A) There will be two examinations, a First and a 
Second, and a period of four years’ service. 


(B) Candidates must be members in good standing in 
the C.S.C.A. at the date of the first examination and must 
remain so in order to be eligible to write the final examina- 
tion. Junior members must become senior members before 
sitting for final examination. 


(C) Candidates must make application on the form and 
in the manner prescribed, See Nos. 17, 28 & 29 of the Rules 
regarding Examinations. 


(D) The Certificate will not carry the right to use any 
letters after the name, or any special description. It will be 
a testimonial as to efficiency. 


(E) Candidates are at liberty to'answer questions in 
French or English. Good composition and spelling are 
general requirements. 


(F) Chapters will make use of the best local educa- 
tional facilities to prepare their candidates for the two 
examinations. 


(G) Half-an-hour at each chapter meeting should be 
set aside for the answering of candidates’ questions, and the 
explanation of their difficulties by senior members. 


Any matter of dispute can be referred to the Dominion 
Board and the questions and answers shall be published in 
“Cost and Management” if of general interest. 


9 


EXAMINATION PLAN 


First Examination 


(H) Each candidate must have served two years in 
one of the following capacities :— 

accountant in public practice, 

auditor, 

audit-clerk, 

book-keeper, 

assistant book-keeper, 

cost accountant; 

assistant cost accountant, 

wages or other clerk making or checking records 
immediately connected with a cost or general 
system of accounts. 

(1) Each candidate shall have attained the age of 21 
years before he can sit for his First Examination. 

(J) The subjects for the First Examination shall be as 
follows, and these subjects shall be taken as covering the 
ground indicated :— 

(a) Book-keeping by double-entry, including Control, 
Accounts, Columnar journals, closing of books, etc. 
Also simple knowledge of cheques, bills of lading, 
etc. 

(b) Accounting: Main principles, capital and revenue 
expenditure and receipts. 

The Preparation of the following statements :— 
Manufacturing, 
Trading, 
Profit and Loss or Operating, 
Net Income, 
Surplus or Appropriation. 
Balance sheet, 
Apportionment of Expense over departments. 
(c) Law: Main principles of the following :— 
Bankruptcy, Bills of Exchange, 
Companies, Partnership, 
Principal and Agent, Sale of Goods. 

(d) Cost Accounting: Main principles and records. 
Factory ledgers and the accounts of manufactur- 
ing concerns. Distribution of factory overhead ex- 
pense, wages, distribution; receipt and issue of 
materials; warehousing of raw materials. 

Text Books: (a) and (b) 

Accounting: Smails & Walker; Ryerson Press, Toronto. 

(c) Digest of Canadian Mercantile Law; Anger, Anger, Toronto. 
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(K) The examination shall last as follows :— 

Book-keeping : 3 hours. 

Accounting : 3 hours. 

Law: 3 hours. 

Cost Accounting: 3 hours. 

(L) The pass-mark shall be 60% in each subject taken 
separately. See also Rule No. 25 of Rules regarding Exam- 
inations. 

(M) Candidates, who are 21 years of age, who have 
completed the services of two years required above, who 
have passed the Intermediate Examination of any of the fol- 
lowing bodies, will be regarded as having passed subjects 
(a), (b), (c) of the First Examination :— 

Association of Accountants and Auditors in 
Ontario. 

General Accountants’ Association. 

Chartered Accountants: Any Society or Institute 
belonging to the Dominion Association of 
Chartered Accountants. 

Corporation of Public Accountants of the Province 
of Quebec. 

Institute of Accountants and Auditors of the Prov- 
ince of Quebec and such other corporate bodies 
as the Board of Directors may see fit to add to 
this list. 

The examination in Cost Accounting (d) will be taken 
by all candidates. 

Candidates must make application to the Dominion 
Secretary to be exempted from the first Examination under 
this clause on the prescribed form. The application must be 
accompanied by the fee, as given in No. 29 of the Rules 
regarding the Examinations, etc, 


Second Examination 
(N) Candidates must have passed or been exempted 
from their First Examination, and, subsequently thereto, 
must have served two years in one of the following capa- 
cities :— 
accountant in public practice, 
auditor, 
audit-clerk, 
book-keeper, 
assistant book-keeper, 
cost accountant, 
assistant cost-accountant, 
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wages or other clerk making or checking records 
immediately connected with a cost or general 
system of accounts. 


(O) The subjects for the Second Examination shall be 
as follows :— 


(a) Cost Accounting 
Text Books 
Nicholson & Rohrbach, Ronald Press, New York 
(Lunt, Titman, Toronto & London), and articles pub- 
lished in “Cost and Management.” 
(b) Industrial and Business Organization and Ad- 
ministration 
Text Books 
Administration of Industrial Enterprises, 
Jones, Longmans, London & New York. 


Principles of Industrial Organization, 
Kimball, McGraw-Hill, New York, 
and articles published in “Cost and Management.” 


Examiners are at liberty to ask any questions they 
choose on all matters dealt with in the text-books. 


(P) The examinations shall last as follows :— 
Cost Accounting: 4 hours. 
Industrial, etc. 


Administration: 3 hours. 


(Q) Each candidate will be required to post to the 
Dominion Secretary, giving his name, address, and number, 
a thesis describing an entire costing system, giving the 
rulings of the principal forms used. This thesis shall be 
prepared privately by the candidate, who shall make affirma- 
tion that it is entirely his own composition. He shall hand 
in two copies, one entirely in his own handwriting, and one 
typewritten, and both signed by him. 


The Examination Board shall require each candidate to 
answer, verbally, such questions as they may see fit to put to 
him regarding his thesis. 


See Rules regarding Examinations, etc., No. 22. 


(R) The pass-mark shall be 60% in each subject taken 
separately, and 60% in the thesis. See also No. 25 of Rules 
regarding Examinations. 


(S) Caution. 
Candidates guilty of any of the following or similar, dis- 
honest practices shall be immediately dismissed from an ex- 
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amination, and shall be liable to permanent disqualification 
for membership in the Society :-— 
(a) Making use of any books, papers or memorandum, 
other than those provided by the examiner. 
(b) Speaking or communicating with other candidates 
under any circumstances whatever. 
(c) Exposing written papers to the view of other 
candidates. 
The plea of accident or forgetfulness shall not be re- 
ceived, 
Rules Regarding the Examinations, 
Board of Examiners and Examination Centres 
The Board of Examiners will be selected and will func- 
tion in accordance with the following rules, so that 
(i) it may be selected by the Board of Directors from 
the whole of the Dominion of Canada. 
that (ii) each examination centre may be represented on 
the board by at least one member, so long as the 
number of centres does not exceed five. 
that (iii) the examiners may have due time for the consid- 
eration of their questions. 
and (iv) the papers handed in may be marked, and de- 
that cisions as to passes and failures arrived at as 
fairly and as expeditiously as possible. 


Rules for Selection of Board of Examiners, Ete. 

(1) The Board of Directors shall decide before the 31st 
of December of each year the centres where examinations 
are to be held in the following year. 

(2) The Board of Examiners shall be seven in number, 
but the Board of Directors may increase this number at 
their discretion. 

(3) Before the 3ist of December of each year the 
Dominion Secretary shall write each director asking him to 
send in the names of suggested examiners, 

(4) With each name the director shall give brief details 
of the qualifications of the examiners suggested by him. 
Such details should include the following :—degrees, em- 
ployers, town or city of business, position held, subject or 
subjects in which they are experts. 

(5) Before the 31st of January of each year the 
Dominion Secretary shall send to each Director the list of all 
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names suggested. With each name shall be given brief 
details of qualifications, degrees, city of business, etc., and 
name of proposer. The secretary shall ask each director to 
put a cross against the names of the seven, whom he thinks 
should be examiners, and to return the list so as to reach his 
office not later than the 15th of February. 

(6) The President, or failing him a Vice-President, 
shall call a meeting of Directors for any date between the 
16th and last day of February, inclusive, for the purpose of 
appointing the Board of Examiners. 

(7) The suggested examiners shall be grouped as to 
centres and the votes given to each suggested examiner shall 
be totalled. First, there shall be selected an examiner for 
each examination-centre, or the five principal examination- 
centres if there are more than five. The one selected shall 
be the one from each centre obtaining most votes. Thus, if 
there is submitted only one suggested examiner, whose 
address is convenient for one of the five principal examina- 
tion centres, that one will be selected automactically. The 
remaining vacancies will be filled with those of the remain- 
ing names that obtained the most votes. The President or 
his representative shall have a casting vote in the case of any 
ties in voting. 

(8) The President or his representative shall nominate 
a Chairman and Secretary of the Board of Examiners from 
its seven members. The Chairman and Secretary may be 
the same person. 

(9) In the event cf there being more than five examina- 
tion-centres, the Directors shall decide on a Representative 
of the Examining Board for each of the remaining centres. 

(10) In the event of an examiner being unable to act, 
his place shall be filled by another selected by the President 
in accordance with Rule No. 7 above. 

(11) In the event of the Representative of the Board of 
Examiners appointed under Rule No. 9, being unable to act, 
his place shall be filled by another nominated by the 
President. 

(12) Immediately after the appointment of the Board 
of Examiners, the Representatives of the Board of Exam- 
iners or of any change therein, the Dominion Secretary of 
the Society shall notify the Directors and the members of 
the Board of Examiners. The appointment of, or changes 
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in Representatives of the Board of Examiners shall be noti- 
fied immediately to the Representatives concerned. Also, 
all of this shall be published in the next issue of Cost and 
Management. 

(13) The Chairman of the Board of Examiners, 
immediately after being notified of his appointment, and, 
with the advice of the examiners who are at his examination- 
centre, shall decide on the days and hours for examinations, 
and also shall allot to each member of the Board of Exam- 
iners a paper, for the setting of which, and for the first 
marking of which, he shall be responsible. One or more 
members may be requested to assist in reading the thesis, 
and questioning the authors thereon. Thus one examiner 
shall set and give the first marking to a paper covering 
Book-keeping as laid down above, another the paper on 
Accounting, another on Law, another on Cost Accounting, 
and another on Industrial Organization and Administration. 


(14) Examinations shall be held simultaneously 
throughout the Dominion in the month of May of each year. 


(15) The Examiners shall send their papers of ques- 
tions in duplicate to the Chairman of the Board to reach 
him before the end of March preceding the examination. The 
Chairman shall read over these papers, and may, with the 
advice of the most convenient examiners, send them back to 
the authors with suggestions for revision. If a paper is not 
in the Chairman’s hands, or is still under dispute by April 
15th, the Chairman shall take whatever steps he sees best 
in order to have the paper in the printers’ hands in time for 
the examination, These steps may include the re-casting 
of a question whose meaning is obscure, the shortening of a 
question, which is too long, the cutting out of a question 
which is too easy or too difficult, the addition of a new ques- 
tion, the allotment of the entire paper to another examiner, 
and so on. 

(16) The Representative of the Board of Examiners in 
a centre shall be responsible for the holding and correct 
conduct of the examinations held in that centre. For the 
principal centres the Chairman of the Board shall nominate 
an Examiner, who shall be similarly responsible. 

(17) Candidates will send in their applications in writ- 
ing to reach the Dominion Secretary not later than Septem- 
ber 15th of each year. Such applications shall be on the 
prescribed form. 


EXAMINATION PLAN 


(18) The Dominion Secretary shall ascertain from the 
Treasurer as to who are in good standing. He shall give 
each candidate a distinctive number and allot him to the 
most convenient examination-centre for him. The Dominion 
Secretary shall notify the Secretary of the Board of the 
distinctive numbers allotted and the centre for each candi- 
date. He shall also give the Secretary of the Board a sealed 
envelope containing the names, addresses, and distinctive 
numbers of candidates. This sealed envelope shall not be 
opened by the Secretary of the Board until the Board has 
decided which candidates, identifying them by their number 
and centres only, are to be passed. The Dominion Secretary 
shall notify each of his number, centre, and the dates, etc., 
of the examination. 


(19) On receipt of this list the Secretary of the Board 
shall notify the person responsible for each centre of the 
distinctive numbers of the candidates to sit at his centre, 
and of the names and addresses of examiners to whom he 
must send the answers. The Secretary of the Board shall 
also notify each examiner of the distinctive numbers and 
centres of candidates from whom he can expect papers, 


(20) Candidates shall be supplied with foolscap paper 

ruled as follows :— 

Plain ruled (double sheets). 

Journal ruling (double sheets). 

Ledger ruling. 

Working Sheet ruling. 
The Secretary of the Board, working in conjunction 
with those responsible for each centre, shall see that this 
paper is available for candidates on the days of the exam- 
ination. 


(21) As soon as a paper has been answered at a centre, 
the person responsible for the centre shall deliver person- 
ally, or send per registered post to the examiner responsible, 
the answers to that paper. He shall also send independently 
to the examiner a covering list, and a copy of the covering 
list to the Secretary of the Board. 


(22) Thesis shall be sent direct by candidates to the 
Dominion Secretary who shall ascertain from the Secretary 
of the Examining Board the names and addresses of the 
examiner or examiners who are to deal with them, and shall 
send them to him or them. After the examiner or examiners 
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have marked them, and have questioned the candidates as 
they think fit, they shall send to the Secretary of the Board 
of Examiners a list of the marks awarded, identifying the 
candidates by number only. They shall not disclose the 
names of the candidates to the Board of Examiners, until 
the Board has decided who has passed and who has failed. 


(23) As soon as an Examiner has marked the answers 
to his papers he shall make out a list showing his marking, 
and shall transmit it with the marked answers to the Sec- 
retary of the Examining Board. He shall deliver the lists 
and answers personally, or post them by registered post. 
Examiners should retain duplicate copies of lists of marks. 


(24) The Secretary of the Board of Examiners shall 
prepare a record showing, opposite each student’s distinc- 
tive number, the marks awarded to him for each subject and 
for his thesis. These marks shall form the basis of the 
Board’s decision. 


(25) As soon as all the marks have been received, the 
Chairman of the Board of Examiners shall call a meeting of 
all the examiners who can attend. With them he shall 
examine the record of marking. The thesis will count as a 
separate subject. 


If the Chairman of the Board and his immediate ad- 
visers are convinced that an obvious miscarriage of fairness 
in marking has taken place, he may submit it to the original 
examiner for it to be re-marked and get an independent 
opinion. He will be guided by the results so obtained. 


(a) If a candidate has obtained 60% for each subject 
he has passed. 


(b) If a candidate has obtained 80% for each subject 
he has passed with honours. 


(c) If a candidate has obtained an average of 60% or 
over, but is short of not more than 4 marks in one, or two 
subjects taken together, the Chairman may, at his discre- 
tion, return the answers or thesis which are short of marks 
to the examiners of those answers or thesis; state the situa- 
tion to them, and ask if they consider that the candidate 
should be passed. If those examiners wish, they may have 
all of the candidates’ answers for this examination sent to 
them. The decision of these examiners will be taken as a 
rule. 
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(d) If a candidate has obtained an average of 80% or 
over, but is short of not more than 4 marks in one, or two 
subjects taken together, the Chairman may, at his discre- 
tion, return the answers or thesis which are short of marks 
to the examiners of those answers or thesis, state the situa- 
tion to them, and ask if they consider that the candidate 
could be given honours. If these examiners wish they may 
have all of the candidates’ answers for this examination 
sent to them. The decision of these examiners will be taken 
as a rule, 


(26) The Secretary of the Board shall notify the 
Dominion Secretary of the results, as soon as they are all 
known. The results shall be submitted to a meeting of 
Directors for approval. The Dominion Secretary shall notify 
all candidates direct. 


(27) The Dominion Secretary shall have certificates 
made out signed by these examiners, and posted by regis- 
tered letter to all candidates. The Dominion Secretary shall 
keep a register showing all results of examinations. This 
register shall be available to the Board of Examiners. The 
certificate is the property of the Society and will have to be 
returned on request of the board by a member withdrawing 
from the Society. 


(28) The fees for examination will be 


First: $10.00 
Second or Final: $20.00 


These shall be paid by the candidates to the Dominion Sec- 
retary, when sending in their applications to sit for ex- 
aminations. No Application shall be considered until the 
fee required is paid. 

(29) The fee payable by a candidate on another exam- 
ination which has been passed by him, being taken as the 
equivalent of the First Examination is $5.00. This will 
cover his First Examination in Cost Accounting. This shall 
be payable by him to the Dominion Secretary when making 
application for exemption on the ground of an equivalent 
being passed. No application shall be considered until the 
fee has been paid. If the application is refused the fee will 
be returned to the applicant. 


(30) If a candidate fails in not more than two subjects 
in his First Examination, he will be required to sit only for 
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the subjects in which he has failed. A fee of $2.50 per sub- 
ject will be paid by the candidate when sitting again. 


If a candidate fails in one subject of his final examina- 
tion, he will be required to sit for the entire examination 
again; provided that if he has passed in the writing of his 
thesis, he shall not be required to re-write his thesis. 


(31) The Treasurer of the Society shall keep all fees 
paid in connection with Rules 28 and 29 in a bank account 
special to that purpose. The expenses of the examinations 
and the examiners’ fees shall be paid out of the fund so 
built up. The examiners’ fees shall be settled by the Board 
of Directors, who, also, shall control the expenses of holding 
the examinations. 


(32) In the event of the requirements of any of these 
rules as to dates not having been complied with by the 
President, Board of Directors, or any officers mentioned, 
they shall be complied with by them or their successors as 
expeditiously as possible, provided always that the intervals 
of time provided for by the dates shall always be provided 
for. 

(33) These rules may be altered by the Board of 
Directors from time to time, as they see fit, due notice being 
given. 


Application to Sit for the First or Second Examination or to 
be Exempted From the First Examination 
To the Secretary, 
Canadian Society of Cost Accountants. 
Sir, 

I hereby request you to lay before the Board of Direc- 
tors of the Canadian Society of Cost Accountants this, my 
application to 
(be exempted from 
(sit for the next examination, leading up to the granting of 
a Certificate of Efficiency in Cost Accounting and Indus- 
trial and Business Organization and Administration. 

Ee ae for $ being my fee for 
(exemption 
(examination 

I was born at .. on the 
being now over 21 years of age. 

(4a) I passed my first Examination on the......0000............ 
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(4b) I obtained exemption from my First Examina- 
tion on the by reason of my having 
passed the 2... examination of the 
(Cancel both paragraphs if applying for First Examination. 
(Cancel paragraph 4a, or 4b, as required, if applying for 

Second Examination.) 

(5) I have served during the past (two or four) years 
with concerns listed below, in the capacities, as indicated, 
and between dates as shown. 





























y : (SET ae WINS iinniiiinaies from ... to 
As with from to 
As with from to 
As with from to 
As We cnicnistacaas from to 








I attach statements from my present employer, confirm- 
ing my present engagement. 





(Signature and address of applicant.) 

or (5) I have been...................... years in public practice as 

an accountant. My office addresses have been as follows, 
between the dates as given. 








from to 
from to 
from to 








(Signature and address of applicant.) 


(To be filled in for applicants applying as accountants 

in public practice.) 

(6) We, the undersigned, Senior Members of the 
Canadian Society of Cost Accountants, are satisfied from 
our personal knowledge and from evidence laid before us 
that the above statement, as to this applicant having been 
an accountant in public practice, between the dates as given, 
is true in every particular. 

(7) We, the undersigned Senior Members of the Cana- 
dian Society of Cost Accountants believe that the above 
applicant is of good moral character and that he is over 21 
years of age. 

(Paragraph 7 to be signed by Three Senior Members 
who are in good standing in the Society.) 

Paragraphs not required should be cancelled. 
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Sample Questions 


FIRST EXAMINATION 
COMMERCIAL LAW AND BILLS OF EXCHANGE ACT 


Time allowed, 3 hours. 
COMMERCIAL LAW 


Question 1. Points allowed—40 
Name and explain at length the four requisites to the validity 
of a contract. 
Question 2. Points allowed—20 
Name and explain briefly the ways in which a contract may be 
discharged. 
Question 3. Points allowed—10 
What is a chattel mortgage, and how does it differ from a bill 
of sale? 
Question 4. Points allowed—10 
Explain briefly what you know about the bulk sale of goods. 
Question 5. Points allowed—10 
Define agent and principal. May a minor become an agent? 
Question 6. Points allowed—10 


Explain briefly the Statute of Fraud. 


BILLS OF EXCHANGE ACT 


Question 1 
Define the following: (a) Bearer, (b) Delivery, (c) Holder, (d) 
Endorsement, (e) Value. 
Question 2 
What constitutes valuable consideration for a bill? 
Question 3 
What do you understand by acceptance, and what conditions 
must be complied with in order that an acceptance be valid? 
Question 4 
Who may incur liability as a party to a bill? e 
Question 5 
Give, in exact terms of the Act, the definition of: (a) Bill of 
Exchange, (b) Cheque, (c) Promissory Note. 
Question 6 
Explain briefly what you understand by negotiation. 
Question 7 
A cheque drawn and signed by J. Raymond is presented for 
payment, notice having been received of Raymond’s death. Should 
the Bank pay? 
Question 8 
When is presentation for payment dispensed with? 
Question 9 
Arnold & Co., Ltd., gives Smith, who is a labourer, a cheque 
for his week’s wages, amounting to $12.00. Would it be good business 
for Arnold & Co., Ltd., to cross this cheque? Explain. 
Question 10 
Give five ways in which a bill may be discharged. 
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STATUTE LAW 


Time allowed, 3 hours. 
(A) PROVINCIAL PARTNERSHIP ACT 


Question 1 
A and B were partners in business. A died and C was appointed 
executor of his will. What are the rights, if any, of C as executor, 
with respect to the partnership assets and business? 
Question 2 
A, B and C, respectively, contribute ten, eight and six thousand 
dollars to the capital of a partnership. How should the resulting 
losses or gains be distributed in the absence of any agreement as 
to their distribution? 
Question 3 
What are the rules which must be observed in adjusting the 
accounts of partners in liquidation (1) as to payment of losses, (2) 
as to application of assets? 
Question 4 
In how many ways may a partnership be dissolved ? 
Question 5 
Who may form a partnership? 


(B) PROVINCIAL COMPANIES ACT 
Question 1 
Explain shares without par value. 
Question 2 
What is the procedure for a change of name? 
Question 3 
Is the secretary necessarily a director or shareholder of the 
company ? 
Question 4 
Define letters patent or any incorporation certificates as called 
in your province, and state contents. 
Question 5 
What are the qualifications of a director? 


(C) DOMINION COMPANIES ACT 
Question 1 
What are the characteristics of preferred stock, and what are 
the rights of the holders thereof as to dividends and guaranteed 
dividends and preference in distribution of capital on liquidation? 
Question 2 
Is the agreement between the shareholders and the corporation 
that all shares shall be deemed fully paid up effectual as against 
creditors? Explain. 
Question 3 
From what funds may dividends be paid, and who determines 
whether and when they shall be paid? 
Question 4 
State generally the principal rights of a stockholder. 
Question 5 
What right has the stockholder to a share of the profits of a 
corporate business ? 
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(D) INCOME TAX 


Question 1 
Under what circumstances, and to what extent may losses incurred 
in speculation be deducted from gross income in ascertaining net 
income subject to Federal income tax? 
Question 2 
When must returns of net income be made, and when is the 
tax thereon payable? Who are required to make such returns? 
Question 3 
What are the provisions of the Income Tax Act as to the deduc- 
tion from profits of the amounts paid for income tax? 
Question 4 
Define “capital gain” as defined by the Income Tax Act. 





BOOKKEEPING 
Time allowed, 3 hours. 
Question 1 
State briefly what you understand by the following terms: 
(a) Capital Expenditure. 
(b) Bill of Lading. 











Question 2 
On July ist, 1926, A. Hanson commenced business with the 
following: 
Cash in Bank of Montreal ........00000.0... $ 6,000 
Merchandise 6,500 
Office Equipment 2,000 
Buildings 10,000 
Land 8 





an ’ 
He owed J. Lockhart $4,000, interest being payable at 30th June 
and 3lst December at 6% per annum. 





July 

1 He drew from bank for petty expenses in office ..................... $ 650 
He purchased merchandise on credit from S. Andrews... 7,000 
He paid General Expenses by cheque 220 

2 He gave S. Andrews a Bill Payable (30 days) to settle 


the above ............ 7 

8 He paid General Expenses in cash 

12 He purchased merchandise on credit from H. Johnson ..... 2,000 

14 He sold merchandise on credit to S. Harbison ..................... 12 

15 He sold merchandise on credit to F. Williams 
16 F. Williams gave him a Bill Receivable for .. 

He discounted F. Williams Bill Receivable with the ‘Bank, 



































proceeds 8,910 

19 He paid General Expenses in Cash 8 

S. Harbison paid him cheque 11,880 

being allowed discount .... 120 

He sold merchandise for cash 200 

20 He purchased merchandise from S. Andrews on credit ..... 6,000 

He sold merchandise to F. Williams on Credit: ...n..cccccccccssoo 3,000 

21 He paid General Expenses in cash 9 
He sent merchandise on Consignment No. 1 to H. Wright, 

Quebec 1,500 

He paid freight on Consignment No. 1 by cheque .................. 100 

24 He paid S. Andrews a cheque for 5,940 

in full settlement of his account obtaining discount ...... 60 

26 He purchased merchandise from S. Andrews on credit ..... 3,000 
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He sold merchandise for cash . $ 3800 
He paid General Expenses in cash 5 
He received Account Sales for Consignment No. 1 from 

H. Wright, Quebec. The gross proceeds amounted to 2,500 








H. Wright’s commission and expeNnseS WETE onan 210 
H. Wright sent a cheque for the net proceeds. 
29 He paid General Expenses in cash 7 
He sold merchandise on credit to S. Harbison 0.0.0.0... 3,000 
81 He paid General Expenses out of cash 3 





He drew cash from Bank to bring his balance of petty cash on 

up to 

He paid salaries for the month by Cheque ....ccccsecsccccsceee 430 

Other than the $50 cash, retained in the office as Petty Cash for 
all payments of $10 and under, all cash and cheques as and when 
received in payment of accounts, etc. are paid daily into the bank. 

Merchandise Inventory at July 31st was $3,000. 

General Expenses had accrued, but had not been brought into 
the books, amounting to $75. 

Build up a Reserve for Depreciation on Office Equipment at 12% 
per annum; and a Reserve for Depreciation on Buildings at 6% 
per annum. 

Open a Reserve Account for Discounts equal to 1% on the 
Accounts Receivable outstanding at the end of the month, and a 
Reserve for Bad Debts equal to 2% on the same figure. 

Enter all the above transactions in Journals and Cash Books, 
and post thence to Ledgers. 

Open separate Ledgers for Accounts Receivable and Accounts 
Payable. 

a Establish Control Accounts for these Ledgers in the Private 
edger. 

Take out Trial Balance and make all adjustments necessary. 
Close off Ledgers. 

Prepare a Trading Statement for the month of January, and 
Balance Sheet as at 31st July, 1926. 








ACCOUNTANCY: MANUFACTURING ACCOUNTS, Ete. 


Time allowed, 3 hours. 


Question 1 
Define the following: 
(a) Direct Material. 
(b) Direct Labour. 
(c) Factory Overhead Expense: Standing Charges. 
Question 2 
State briefly the principles on which you would arrive at the 
cost of each of the following for Balance Sheet purposes: 
Raw Material. 
Work-in-Process. 
Indicate the items that would be included in the cost of each. 
Question 3 
The following was the Trial Balance of J. Bailey and K. Duncan, 
carrying on business as manufacturers and traders, for the six 
months ended Dec. 31st, 1926:— 











Income from Outside Investments $ 200 
Cash in Hand $ 200 
Bank of Montreal .............. 25,000 
Accounts Receivable (control) 180,000 
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Raw Materials: Inventory at July 1st on ceccsecemeeseemnee $ 24,000 
i “if Purchases 220,000 
Returns Outwards, Purchase of Raw Materials........... $ 2,500 
Cash Discounts (purchases) 500 
Work-in-Process: Inventory July 1st o..cccccccccsescssesseeeeee 
Finished Goods: - re re 
Machinery & Factory Equipment (cost) 
Reserve for Depreciation of Machinery and Factory 
Equipment 15,000 
Factory Buildings (cost) 60,000 
Reserve for Depreciation of Factory Bldgs. ....ccecccccoo 10,000 
eee 30,000 
Inward Freight on Raw Materials 7,000 
Duty on Raw Materials 8,000 
Accounts Payable (control) 25,000 
Bills Payable 28,000 
Salesmen’s Salaries & Commission 6,500 
Travellers’ Salaries, Commission & Expenses ........:c000« 7,800 
Salaries: General Office 8,500 
Expenses of Selling Department 4,000 
Wages: Direct Labour 65,000 
do. : Indirect Labour 20,000 
Salary: Factory Manager 6,000 
Factory Power 10,000 
General Factory Expense 15,000 
General Office Expense 8,000 
General Repairs, Factory Buildings 2... ..ccccnccsscsuseee 800 
do. Factory, Machinery & Egpt. ............. 400 
Fire Insurance: Factory 600 
Bad Debts made 800 
Closing-down Expenses of Factory, one month .......... 500 
Returns of Sales 1,500 
Sales 471,000 
Reserve for Bad Debts 700 
Cash Discounts (sales) 700 
Reserve for cash discounts (sales) 900 
J. Bailey: Capital 150,000 
K. Duncan; Capital 100,000 
J. Bailey; Current Account 3,000 
K. Duncan: Current Account 1,500 
Outside Investments eee 
$843,800 $843,800 
H. Ferguson: Loan at 8% 40,000 
Note: The Closing-down Expenses of Factory Account includes the 
following items:— 
Wages of Cost Clerk and Storeman for month... $240 
Watchman and Caretaker’s Wages 100 
Expenses covering up machinery and equipment, and 
uncovering same and Cleaming at CLOSE .cecccccccsmccssesennene 130 
Sundry Expenses and small stores 30 
$500 


Entries necessitated by the following have still to be made:— 
(a) Inventories at Dec. 31st, 1926, were valued as follows:— 








Raw Materials $38,000 
Working Process 20,000 
Bip eS: | ae ae eevee 42,000 
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SAMPLE QUESTIONS 


(b) Reserves for Depreciation are to be increased for the six 
months at the following rates, calculated on the cost of the 


assets— 
Machinery and Equipment............... 6% per annum 
Factory and Buildings ..................... 4% per annum 


Each month can be taken as 1/12 of a year. 

(c) Bad Debts Reserve is to be increased by an amount equal to 
one-quarter of one per cent. of the net credit sales. 

(d) Cash Discount Reserve is to stand in the Balance Sheet at 
a figure equal to one-half of one per cent. of the Accounts 
Receivable. 

(e) Wages had accrued but had not been brought into the 
books at Dec. 31st, 1926, as follows:— 

Direct $420 
Indirect 150 

(f) Of the Factory Insurance $120 was unexpired at Dec. 31, 

1926. 








(g) Interest on Ferguson’s Loan had been paid to June 30, 1926, 

but had not been charged since then. 

Under the Partnership Agreement the following items are to be 
charged before finding the balance on Profit and Loss Appropriation 
Account for division between the partners: 

(h) Partners’ Salaries:— 

J. Bailey —$6,000 per annum for General 

Administration. 

K. Duncan— 5,000 per annum, of which $1,000 
is for General Administration, 
and $4,000 for managing the 
Selling Department. 

(i) After the above have been charged— 

Profits and Losses are divisible between the partners in the 


ration of 
J. Bailey 2/3 
K. Duncan 1/3 


The following are required of the candidate as the answers to 

this problem:— 

(A) All the Journal entries necessary to close off the books: 

(B) The Ledger Accounts which the candidate would expect to 
find in the Factory Ledger: 

(C) Statement to show Cost of Goods Manufactured during the 
period: 

(D) Statement to show Gross Profit for the period’s Trading. 

(E) Statement to show Net Profit from carrying on of Regular 
Operations of the business, with the use of the total capital- 
ization, no matter whether contributed by owners or bor- 
rowed: 

(F) Statement to show Net Income for period, including all 
charges, losses, income, and profits outside the Regular 
Operations: 

(G) Stataement to show Surplus and how appropriated to 
Partners’ Current Account: 

(H) Balance Sheet at Dec. 31st, 1926. 

Note: oe sums to the nearest dollar if there are fractions of a 
ollar. 
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COST ACCOUNTING AND FACTORY ACCOUNTING 


Question 1 
State briefly the circumstances under which the following methods 
of estimating the Factory Overhead Expense of jobs or processes will 
produce wrong results — 
(a) Direct Wages. 
(b) Prime Cost. 
Question 2 
What is the purpose of a Requisition Order? 
Give a ruling for one. 
Where and how can it be used in a Costing System? 
Question 3 
What is a Process Cost System as distinct from a Job Cost 
System. 
Question 4 
You are given the following data about a room containing ten 
machines of the same size and type:— 














Total original cost of machines $10,000 
Scrap value of each machine $50 
Floor-space of room in square feet 1,200 
Hours of electric power used per annum in the room...... 6,800 
Tool expense per annum for the POOM o..ccccccccccssccmssssncseneeoe $110 
Sundry expenses per annum for the T00M ....cccccccccmnnn $160 
Number of machines per operator 2 


Normal number of hours which each machine is 
operated per annum 3,000 

For the purposes of depreciation the life of each machine can be 
estimated at 10 years. 

Insurance and taxes at the rate of 2% per annum on original cost 
of machinery must be taken into account. 

Building charges are written against the room at the rate of 20 
cents per square foot per annum. 

Rate for electric power equals 6 cents per hour. 

Factory Administrative Expense is assessed against individual 
machines on the basis of $40 annually for each operator. 

From the above data, calculate a machine-rate, bringing your 
answer to one decimal point of a cent. 

Question 5 

(a) From the following data for 1926 calculate a rate for dis- 
tributing factory overhead expense in a department during the com- 
mencement of 1927, according to the productive-labour-hours method: 

Factory Expenses and Charges for 12 months to Dec. 31, 1926:— 
































Depreciation of Machinery, etc., in Factory ................... $ 1,400 
URNS TURNER oss cases sees coinntries tsetse tons 306 
Power 2,815 
Factory Supplies consumed 280 
Direct Material put into process ... 12,648 
Factory Building Expense ... 1,689 
Indirect Labour 2,578 
Factory Taxes 264 
General Factory Repairs 1,819 
Direct Labour 36, a 
General Factory Expense 857 





The productive-labour-hours for the 12 months to Dec. 31/26 for 
this department were 20,000. 
Work your answer to one decimal point. 
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(b) You are given the following details regarding a job finished 
in the department early in 1927:— 








Direct Material used $2,150 
Direct Labour Cost $875 
Productive Labour hours onecccccnn. 500 


Give your estimate for Factory Cost for this job. 


FINAL EXAMINATION 
COST ACCOUNTING 


Time allowed, 4 hours. 


Question 1 
State what information you would expect to find in a Weekly 
Cost Sheet used in a Process-Costing System. 
Give a ruling for such a Cost Sheet, filling in the columns so as 
to show how they would be used. 


Question 2 
A manufacturing concern takes delivery of some raw material 
before the factory can put it into process, and it has to be specially 
warehoused. It does not improve in any way whilst in the warehouse. 
State how these special warehousing charges would be disposed of in 
the accounts. 





Question 3 

Devise a form suitable for keeping a stock record of raw hides 
in a tannery. In a tannery the hides are not graded until they are 
tanned; they are simply given lot numbers when received, and when 
the hides are issued from the stock room to the tannery the lot number 
is indicated on each requisition. 

Make the necessary entries to record the following information:— 

Received on January 3rd, 1921, Lot 1, from Armour and Co., 
12,000 pounds of native steer hides at $0.25 per pound. Lot 2 from 
Sulsberger Sons & Co., 20,000 pounds of native steer hides at $0.30 
per pound. Lot 3 from J. H. Allen & Co., 15,000 pounds of native 
steer hides at $0.35 per pound. 


1921 
Jan. 3 Delivered on Requisition 1, 1,000 pounds of native raw hides 
from Lot 1 
ore do 2, 5,000 do do 1 
ie S8 do 3, 6,000 do do 1 
“ 4 do 4, 5,000 do do 2 
- o do 5, 5,000 do do 2 
pe do 6, 2,000 do do 2 
a do 7, 2,000 do do 2 
eG do 8, 2,000 do do 2 
ee do 9, 2,000 do do 2 
oS 4 do 10, 2,000 do do 2 
fe do 11, 5,000 do do 3 
cor Ss do 12, 5,000 do do 3 
“ § do 13, 5,000 do do 3 


After each entry, show the inventory value of the balance on 
hand. 
Question 4 
Piece work prevails in the bindery department of a job printery 
and the form of ticket used for reporting time should provide for 
showing the quantity of work performed at the respective piece-work 
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rates, as well as the length of time taken. A distinction should be 
made between productive and unproductive time. The productive 
time-work is charged under various heads numbered such as the fol- 
lowing for hand-work:—1, folding; 4, sewing; 10, stamping, etc., and 
for machine-work:—1M folding; 4M punching; 8M stitching, and so on. 


Devise a daily time ticket for this bindery, and make the neces- 
sary entries to record the following:— 

Jan. 3, 1921, binder C. Sloan, who has clock No. 20, started work 
at 8 a.m. folding by hand Job 30 for the Eastern Weaving Company, 
finishing at 11 a.m. He folded 3,000 pages, piece-work rate being 
$0.45 per 1,000. From 11 a.m. to 12 noon he worked stamping by 
hand Job 41 for the Canadian Pacific Railway, 1,200 covers being 
stamped at piece-work rate of $0.40 per 1,000. From 1 p.m. to 1.30 
p.m. the binder lost time waiting for repairs to be made on the 
machinery. At 1.30 p.m. he started work punching by machine on 
Job 52 for the Canadian Northern Railway Company, finishing at 5 
p.m., 14,000 sheets being punched at piece-work rate of $0.17 per 1,000. 
He was allowed $0.35 per hour while waiting for repairs. 


The time ticket was signed by foreman K. Bernard. 


Question 5 
You are given the following details early in October about a 
manufacturing concern which is about to install a system of cost 
accounts for the first time. 


It has a Main Building, a Stores-House, and a Power-House. 


The Main Building is divided into four departments, A, B, C, and 
D. Some jobs pass through all four departments, some through A, 
B, and D, and some through A, C, and D. 


Direct Material transferred from Stores into the various depart- 
ments for the previous three months was as follows:— 
A B C D 
Total Cost when placed in Storehouse....$22,400 $2,000 $500 $3,000 
Weight in Tons 380 18 3 12 


The kinds of Direct Material vary with the jobs, and the prices 
of the various kinds purchased vary from day to day. 


In addition to their regular wages, workmen receive a bonus for 
rapid production. This bonus varies with the individuals, so that 
some get higher bonuses than others, and some get none. The wages 
paid for the period July 1st to September 30th were as follows:— 

Store Power 





A B C D House House 
DOSE) sissies BOO LOBED 4,500 MD ee ee 
NS aa 1,800 1,000 500 6,000 200 # 800 


The following, also, are figures for the same period of three 


months :— 
Store Power 


A B C D House House 

Productive hours ........ 4,700 13,000 9,500 is, etal eee errs 
Repairs to Machinery 

& Equipment .......... $1,200 20 3,400 2,200 160 102.70 


Horse-power used ...... 60,000 5,000 240,000 445,000 un ecccen 
General supplies issu- 
ed by Stores & used $1,200 1,800 500 2,500 10 100.00 
11 gel Se a a ana ct 0 0 cae ee rh 9,400.00 
Note: Fuel was dealt with ‘entirely by Power House. 
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Main Store Power 
Building House House 
Rates, Taxes & Water 0c $180.00 $6.00 $30.00 
Repairs to Buildings 380.00 75.00 50.00 
Heating Plant Expenses .iccccccsssscssssnseee 500.00 30.00 40.00 
Watchmen and Cleaning ccc 180.00 62.00 90.00 
General Building Expense & Lighting 850.00 40.00 50.00 
Insurance: Fire: Buildings ......... ene 70.00 10.00 35.00 
do Machinery & Equipment ..... 295.50 5.00 40.00 
do Raw Material & Stores ccc. cesses pf |) ere 
Insurance: Workmen’s Compensation .. 360.00 9.00 30.00 
Depreciation of Buildings 2... ccc 800.00 30.00 200.00 
Factory Manager’s Salary for three 
WCU tr ee eters Ree 8 Glneaien 2,500.00 
Administrative Expense charged to 
Pactory for three months .2ce ee ee 2,000.00 





The following are figures regarding the Main Building, Store 


House and Power House. 
Store Power 


A B Cc D House House 
Value of Machinery & 
Equipment at pres- 
PG | 7 ene $25,500 1,000 47,000 25,000 300 9,900 
Estimated life remain- 
ing in years ................. 10 20 15 12 20 15 


Estimated scrap value $1,500 100 2,000 1,000 60 300 
Floor area in square 
| (7, IS 60,000 60,000 120,000 120,000 9,000 8,000 

Departments A, B, and C are one storey high: Department D, the 
erecting shop, is two stories high. 

The Machinery in Department C consists of 30 machines divided 
into 10 groups of 3, each class of machine doing special work. 

Using any of the above data you think fit you are to show how 
you would have the Factory Indirect Expense charged to jobs passing 
through the factory. Where it is possible, produce the rates that you 
would suggest. 

If you do not consider that you have sufficient particulars, state 
what further data you would require. 


Question 6 

The Whittaker Co. manufactures goods as ordered by customers, 
so that it has no stock of Finished Goods of its own. 

The factory accounts are kept in a special ledger at the factory, 
items being charged and credited to the factory in the General Ledger. 

Contracts, as finished, are charged into a “Finished Contracts” 
account kept in the Factory Ledger. Monthly totals on this account 
are transferred to the General Ledger. 

The factory overhead-expense is charged out according to the 
productive-hour system, and it is the company’s practice to regard 
all factory overhead expense, whether charged out to contracts or 
not, as part of the cost of production for each month, as that month 
comes under review. Overcharges of factory overhead-expense to 
contracts are credited to cost of production for the month under 
review. 

The productive-hour-rate is re-calculated at the close of each 
month according to the experience of that month. The amended rate 
is calculated to two decimal points of a cent. 
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A physical inventory of Factory Supplies and Direct Material and 
Work-in-Process is taken every half-year. The Work-in-Process, 
however, is valued monthly from the cost-sheets of the cost system. 
When valuing the work-in-process at the close of the month the 
factory overhead rates taken is the re-calculated one, arrived at from 
the experience of that month. 

The only debit balances carried forward in the factory ledger at 
the commencement of each month are as follows, the figures being 
those at January Ist, 1927:— 





General Factory Supplies 2.0.0... $25,000 
Direct Materials . 175,000 
Work-in-Process o.eccecccccscscsessseesees 315,000 





During the month of January the following purchases were made 
and expenses incurred on behalf of the Factory:— 


























General Factory Supplies $ 12,000 
Direct Materials 520,000 
General Factory Repairs 15,000 
Factory Power (purchased from outside) .. sciuscscncen a 
Building and Occupancy, Expenses of Factory . Le a 7,000 
General Factory Expenses 24,000 
Administration of Factory ......... 1,000 
LOS ge OS | creer 225,000 
Indirect Labour 47,000 
Insurance on Factory Equipment 350 
Taxes On Factory .u...ccccccccon: 150 





The following information also is given for the month of January:— 
Depreciation on Factory Building and Equipment .....$ 800 
Proceeds of sales of waste stores, damaged tools, etc. 2,000 
Direct Material Requisitions 400,000 
General Factory Supplies Requisitions 0.0.00... 14,000 

Factory Overhead rate used during January was 10.50 cents per 
productive hour. 
Number of productive hours for January was 1,200,000. 
Factory Cost of Contracts Finished during January, as estimated by 
Cost Department :—$795,000. 
Direct Material in Work-in- —_— Inventory at ey 81st, $140,000 
Direct Labour 87,0 
Direct Wages in Work-in- —— Inventory vinaeeient 400,000 pro- 
ductive-labour-hours. 
(A) Write into the Factory Ledger the entries necessitated by 
the above, producing a Trial Balance as at January 31st. 
(B) What was the estimated Factory Overhead rate for use 
during February? 
(Questions will also be included regarding wage payment plans 
and plant engineering.) 


FACTORY ADMINISTRATION, Ete. 


Time allowed, 3? hours. 
Question 1 
State fully and discuss what you understand by the term “Func- 
tional Foremanship.” 








Question 2 
Describe how bonuses on wages are calculated under the following 
systems :— 
(a) Rowan, 
(b) Gantt. 
What are the advantages and disadvantages of these systems in 
relation to Direct Cost of Production and Factory Indirect Charges? 
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SAMPLE QUESTIONS 


Question 3 
Outline a system suitable for checking the ordering, receipt, and 
disposal of quantities of Raw Material ordered by the ton. 
Give rulings of the principal documents and records concerned. 


Your system should follow the Raw Material to the Store-Rooms 
and into the General Accounts. 


Question 4 


You are considering the most suitable location for a manufactur- 
ing plant, the product being for home consumption and foreign export. 
Give a list showing what factors you would consider before coming 
to a decision. 

Question 5 

A manufacturer wishes to know if it will be worth his while to 

pay his workmen according to a Differential Piece Rate. 


_ The average operative working at his normal rate makes 6 articles 
in a day of 8 hours, for which he is paid $4.80 per day of 8 hours. 


He proposes that men who can increase this output shall be paid 
as follows:— 


(a) Those who can turn out 7 articles in a day to be paid $0.85 
per article. 


(b) Those who can turn out 8 articles in a day to be paid $0.90 
per article. 


(c) Those who can turn out 9 articles in a day to be paid $0.95 
per article. 


His Factory overhead per productive-hour is 30 cents per hour. 


State whether he is going to save or lose by the new arrangement, 
and give figures to support your statement. 





TRIBUNALS OF COMMERCE 


Tribunals of Commerce were advocated by L. Belanger, 
C.P.A., president of the Canadian Society of Cost Ac- 
countants, and the Shoe Manufacturers’ Association of 
Canada, at their annual meeting held a few weeks ago in 
Montreal, passed a resolution favouring them. Dr. E. 
Beaulieu, K.C., who prepared a report on this subject a few 
years ago for the Montreal Board of Trade, Montreal 
Chamber of Commerce and the Government, and who is 
thoroughly familiar with the operations of these tribunals, 
will read a paper at the closing meeting of the Montreal 
Chapter, next April. 
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Accounting and Budget Control 


By JOHN E. GOLDRING 
Comptroller, Robert Simpson Co., Ltd. 
(Before the Toronte Chapter, November 23, 1927) 








OR many years I have been greatly interested in Cost 
Accounting, with all its involved problems and ramifica- 
tions in various industries, and I have, therefore, a most 
profound regard and respect for those who are making pro- 
gress in this line of work. 

It is my firm belief that there is a fast growing demand 
for the qualified constructive accountant, especially in the 
larger industries. In fact, within the last few months the 
Presidents of two large concerns have inquired where such 
men could be located, and if no other thought is impressed 
upon you here this evening, I hope I will have inspired those 
capable and ambitious young men who are willing to work, 
with the great possibilities that are before them. Oppor- 
tunities are more numerous in this field than in many of the 
other professions. 

Some few years ago many of our best Canadian young 
men sought new fields across the line, where there were 
more opportunities in the larger industries, but to-day we 
have these opportunities right here in Canada. The trade 
and invested capital in Canadian enterprises is growing into 
quite important figures. Here we have the Pulp and Paper 
industry with capital of 460 millions, the Steel Industry 
with capital of 80 millions, the Automobile Industry 75 mil- 
lions, and Lumber Industry 177 millions. The Hydro Elec- 
tric development has grown from 100 million in 1912 to over 
725 millions. These and many others too numerous to men- 
tion require the services of able and efficient men who can 
direct and manage such enterprises, and as mergers and 
large corporations come into existence, the accountants in 
turn must grow in proportion to the accounting require- 
ments. 

At the present time we have the Chartered Accountant, 
the Public Accountant, the Industrial Accountant, and 
others. In the future, I hope we wilk have added to these, 
in great numbers, the Constructive Accountant, who can 
plan his accounts and records with the definite objective of 
making a real contribution in the management of a business, 
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one who can visualize the working parts of a business set 
up in the form of statements, the production of the relative 
parts, and the value of such parts to the whole, finally bring- 
ing the net findings into the Balance Sheet and Profit and 
Loss Statement. The statements in their various forms 
must be set up to reveal the facts, and of such character 
that the executive officers and supervisors can see at a 
glance where action is necessary for improvement. The 
artist expresses on canvas that which he has created within 
himself, and generally his pictures become more valuable 
after he has passed on. The Constructive Accountant ex- 
presses his ability by producing pictures which are of im- 
mediate value in the operation of a business. Courage, 
patience, foresight, tact and co-operation are essential in 
gathering the necessary material for the required picture. 
Many accountants lose caste by not being able to overcome 
the many obstacles and difficulties which confront them. 
You will hear the statement made by some that they could 
not get the co-operation of the other officers of the Com- 
pany in putting into effect some modern accounting plan. 
This, of course, is part of the game, and to win, one must 
know how to play. Some of you, no doubt, have experienced, 
with a great deal of satisfaction, the successful working out 
of your plans, and the courage it has given you to go on 
with others. I recall some years ago a statement made by 
the manager of a plant, which had been taken over by a 
larger concern, and therefore required some changes in op- 
eration to conform to their system. “You know we have 
tried out all of these new plans and systems in this plant, 
but they won’t work here.” The reply made was: “Was 
it on account of the plan not working, or was it that the 
plan was not worked.” The revision was gone on with, 
however, and I am pleased to say that within six weeks the 
same manager changed his viewpoint entirely and was very 
keen for further development, and within a few months that 
plant showed a marked improvement in net profit. 


Accountants, in the past, have not been generally 
recognized as producers in business, but merely as recorders 
of what has happened. This lack of recognition has, no 
doubt, been due to the accountants themselves, inasmuch as 
they have not risen to the occasion by making use of the 
knowledge of the facts at their command, for the planning 
of the betterment of business in the future. 
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This Canadian Society of Cost Accountants will, there- 
fore, I am sure, be a great factor in the development of 
modern accounting practice, and be the means of raising 
the status of the profession, and men engaged in this most 
important work. In this regard, it will interest you to hear 
of the progress made in accounting in Retail Stores. 


Some five years ago an association was formed in the 
United States known as the Controllers’ Congress. The 
members of this group consisted of controllers and account- 
ants, as well as auditors of a great number of the Retail 
Stores. The purpose of this association was to study and 
construct a standardized plan of accounting and Budgetary 
Control, modified to some degree to suit the requirements 
of the smaller stores. Local groups met frequently and each 
year conventions held where some 400 representatives at- 
tended. I might say that I have never seen a gathering 
more keenly interested and hard working than this body of 
men and women. Day and night sessions were the order of 
business. It reminded one of his school days, as each day’s 
studies and discussions were full of interest. Note books 
were filled with new thoughts and visions and carried back 
home to be further digested with fellow-workers. The re- 
sults accomplished and the knowledge gained by the different 
representatives were much beyond expectations. After many 
conferences of various committees a complete accounting 
plan was drafted and adopted by a great many of the stores. 
Washington now recognizes this plan as the basis of taxation 
of profits of this line of business in the United States. 


Among this group were four very able men who were 
in a large measure responsible for this achievement. Their 
outstanding ability was soon recognized in the businesses 
they are connected with. To-day these capable men are situ- 
ated as follows: 


One has been made vice-president of one of the largest 
New York stores, 


One is now part owner and director of a large store in 
Boston, 


One is now general-manager and director of another 
group of stores in Boston, 


One is director and partner in a large store in Cleve- 
land. 
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I am pleased to inform you that two of these are real 
Canadian men of the finest quality. These are fitting ex- 
amples of Bruce Barton’s quotation: “Nothing of conse- 
quence is ever done, except by those who firmly believe that 
there is something within themselves that is better than 
circumstances.” 

This Canadian Society of Cost Accountants has, I under- 
stand, been in existence about 5 years, and in looking over 
the membership one is impressed with the variety of indust- 
ries represented, each different line of business requiring an 
accounting system of its own. 

May I offer the suggestion that, in order to make pro- 
gress in the development of this association, the represent- 
atives and auditors of kindred lines of business form them- 
selves into groups, from these groups select committees, 
who will, by investigation and collaboration, draw up modern 
practical effective systems of accounting, these systems to 
be submitted to the various groups for criticisms and cor- 
rection, and finally passed on by the association as the 
recognized accounting for the particular line of business 
for which it was drafted. 

This intensive constructive work will undoubtedly be an 
education and will bring out those men who will be recog- 
nized as authorities on accounting in their respective lines 
of business. Such men with further capacity and vision 
should eventually occupy executive positions. 

I would predict that if this body of men adopt some 
such policy that within the next few years every progres- 
sive accountant in Canada will covet being a member of 
’ this association, and your number will grow to such propor- 
tions that it will be necessary to organize sister associations 
in the various centres of the Dominion. 

As illustrated in the example of the Accountant’s Asso- 
ciation of the Retail Stores, the development and recognition 
of accountants in business must come from the accountants 
themselves. 

Cost accounting has been a very practical aid to busi- 
ness for many years, especially in the manufacturing 
industries and the study and application of cost systems 
may still continue as a real factor, especially in the setting 
of prices of specific commodities, but in a well-managed 
industry the costing is not the most important part. It 
is, however, a necessary unit and can be fitted into the 
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fabric of good management. The constructive accountant 
is the person to knit up all the essential units and have each 
functioning on its own for the betterment of the whole. 

Industry generally has benefitted greatly by what trans- 
pired during the war. Industry awakened to the fact that 
it could do far more than it had ever done before. Massed 
production and well balanced machinery, together with the 
regulated supply of raw material, and at the other end a 
market for the output had a revolutionary effect. In the 
process of this revolution, we have grown out of our old 
ideas, of comparatively small individually managed plants, 
and are marching on with the readjustment plan, of the 
application to business, of the common sense system of 
budgeting the year’s operation, of maintaining a cost system, 
which shall supplement the budget, of co-ordinating every 
department of a business, so that each sub-division shall be 
healthy, shall co-operate with its fellow divisions, and shall 
respond quickly and obediently to the central control. This 
is not beyond one’s comprehension, nevertheless many busi- 
ness men and executives shrink from such a task. Some 
think it is foolish and a waste of time and energy to attempt 
such a forecast. 

Very frequently the statement is made that budgetary 
control may be quite alright for some lines of business, but 
in their particular business it is not practical. 

The minds of such men resist the suggestion of a 
budget, because they conceive the budget as being complex 
and difficult to understand. They would not admit, however, 
that they did not fully understand their own business. As 
a matter of fact a budget is the conception of the brain set 
forth on paper and the management control system in opera- 
tion is the brain functioning. 

If you will allow me I will take your thoughts back a 
few years, as it is only within a little more than a genera- 
tion, that we have emerged from the period, when each of 
our great industrial enterprises, was the creation of one 
man, then living and functioning most efficiently. 


These old captains of industry who built their busi- 
nesses from the ground up, and who developed mentally as 
their industries expanded, carried each detail of invested 
capital and operating costs in their head. They carried little 
pass books and memos in their vest pockets. They control- 
led purchases and operating costs, for every dollar expended 
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was out of their own pocket. Extravagant overhead in the 
shape of clerical help was not tolerated. The bookkeeper, if 
they had one, was considered a necessary evil. 

In consequence of the management, control and intelli- 
gent foresight of those industrial captains, and the general 
development of the country at large, their businesses at- 
tained giant proportions in many instances. The annual 
sales volume reached high figures, and the invested capital 
represented many millions. 

Then ensued the era of combination of industrial enter- 
prises, with a consequent amplification of diversity of prod- 
ucts, which tended further to complicate the problems of 
management. 

Under such circumstances individual management, de- 
pendent on personal knowledge of details failed to control 
adequately, for it was beyond the faculty of any, save an 
extraordinary mind, to retain a comprehensive knowledge of 
the numerous and diverse elements involved in the direction 
of such vast corporations. 

In these later days, therefore, there has been a neces- 
sary transition, to a management operating with a definite 
system of control, based on a comprehensive forecast, to the 
end that important fluctuations affecting the forecast as 
made, would be immediately apparent, and proper action 
taken. The undoubted advantages of initiative and direction, 
of a centralized individual authority, have not been mini- 
mized, but greatly increased by this evolutionary industrial 
development. Charles Schwab is reported as saying that 
“Success in modern business is entirely dependent on scien- 
‘tific management, which in turn is dependent on accurate 
knowledge obtained through record control.” 

The budget as it is known to-day is comparatively new 
in business, but really old in practice. The architect in 
making plans and specifications for a building in reality uses 
the principal of budgeting. The mechanical engineer, to 
make a perfect machine, designs and specifies all the neces- 
sary component parts; the finished unit to have a limited 
cost, such cost divided into material, labour and overhead. 

I recall some 15 years ago a large plant which was hav- 
ing difficulty in producing its product profitably adopted the 
following plan: 

A survey was made of the plant. Each machine was 
listed as to class and productivity. Specifications of all the 


31 








COST AND MANAGEMENT 


parts of the product to be manufactured, were all carefully 
set forth, and each part and operation to be performed, was 
detailed and routed to a specific machine, with the specified 
time allowed for a given number of units. Qualified inspect- 
ors were appointed, to go among the machine operators, to 
instruct the operators how to produce the number of units 
within the time limit. The planned and actual results were: 

(1) Increased production, 

(2) The men earned more wages, 

(3) The cost of the product was materially 

reduced, 
(4) The plant showed a profit. 


You will note from these illustrations that there was a 
planned objective, the details of which were recorded in ad- 
vance. 


It has been said and proven by practice, that a business 
budget constructed on sound principles, is the best system 
for controlling operating costs, and training a management 
to be foresighted rather than hindsighted. The first con- 
sideration should be the complete understanding of how to 
employ the budget effectively, and to know how to build it 
and install it, and unless it is administered intelligently, by 
an officer of the organization who has the power to make it 
function, it will be of little value. 


The basic fundamentals of budgeting control are similar 
for most businesses, but the same line-up of a budget will 
not apply in every case. Each business has different prob- 
lems and conditions. Therefore the most successful plan is 
to have a comprehensive study made of all that is involved, 
by the officers within the organization. Plan in detail what 
should happen in a given period in each section of the busi- 
ness, and have the accounting records in such shape to 
promptly check the actual results with the Budget or esti- 
mates. Many mistakes will be made in building the first 
budget, but these only amplify the necessity for such con- 
trol. 

Now What is Budgetary Control? 


It is simply the application of the time honoured and 
homely economic principle of making both ends meet. in 
every dollar of sales there are only 100 cents. If 10 of these 
cents are to be set aside as the desired profit only 90 cents 
remain to cover all the items of cost. Therefore, in order 
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to make both ends of this sales dollar meet, the cost of 
operations, plus the profit must be forced into the relative 
percentage of the dollar assigned to them. 

This squeezing of cost to effect the plan of operations 
forecasted, is the primary function of budgetary control, and 
no matter what system is designed for a particular business, 
its final test will be illustrated in the dollar of actual sales. 

The sales dollar broken down into its atomic parts is 
the true yard-stick for the measurement of management and 
operating efficiency. 

The foundation on which a scientific business budget 
must be built is sales analysis. 

Sales analysis is a study of potential markets for the 
products to be disposed of, by kinds, quantities, styles, etc., 
a study demanding perseverance, patience, merchandising 
and distributing sense, appreciation of the psychology of 
the buyer, the ability to appraise current business conditions 
and weight them with past experiences and future possibili- 
ties and above all contemplation and thought. 

Sales analysis is rare because it is so difficult and be- 
cause it requires so great an expenditure of grey matter. 

The practical steps necessary in the introduction of 
Budgetary Control procedure to a given enterprise were very 
clearly given by a Vice-President of one of the large Trust 
Companies of New York, at a gathering of the Illinois Manu- 
facturers’ Costs Association in Chicago sometime ago. 


An enterprise with long tradition and of national sig- 
nificance, with gross invested capital at sound values in the 
- neighbourhood of $90,000,000. This enterprise had for many 
years before the war operated under the same management 
with fair average success. Its management problems were 
in a measure peculiarly its own and not related primarily 
to the general industrial trend. The introduction of arti- 
ficial substitutes, for the natural product which it manu- 
factured, and changes in style of a finished product into 
which its raw materials entered largely, adversely influenced 
its operating results. Over a period of years this enterprise 
had accumulated assets which through changes in technical 
processes were no longer necessary to its operations. Some 
of such assets had increased in value, but were dormant and 
produced no revenues. Other elements, which lifted the 
aggregated productive capacity of the enterprise beyond any 
reasonable anticipation of increase in volume of business to 
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absorb, were carried at a punishing loss, awaiting the re- 
turn of “normal” times. 

This enterprise did not operate under budgetary control, 
but for years had maintained an admirable cost system 
which was particularly useful in determining which plants 
made money and which did not, but which had failed com- 
pletely as a guide for discovering the way out of the diffi- 
culties for the enterprise as a whole, 

Adequate costing is an absolute essential to good man- 
agement, but it is merely a part of scientific control and not 
the most important part. 


When the management of this concern first encount- 
ered acute adversity in the post-war readjustment, its atti- 
tude, which was probably a natural one, was that an ab- 
normal set of circumstances was temporarily influencing its 
affairs, and that in the normal course of events, old time 
conditions and normal earning capacity would naturally be 
restored. In the succeeding few years, there were intervals 
when temporary increases in demand for the product, and 
favorable shifts in raw material prices afforded periods of 
temporary profits. Conversely, periods of subnormal de- 
mand and adverse trends in the price of raw materials 
occasioned large losses. Over a period of four years losses 
before provision for depreciation aggregated $39,000,000, 
constituting a shrinkage of about 30% of the assets at sound 
values. During this period the management applied itself, 
using its best judgment based on long years of experience in 
the business, to control its affairs at least to the point of 
forestalling losses, without success. The management was 
stumped and admitted frankly that it could not see the 
vay out of the difficulties which confronted it. The Com- 
pany had no current banking indebtedness cf any conse- 
quence, but the losses it had incurred challenged the integ- 
rity of its senior securities and it became a question whether 
liquidation of the entire business should not be undertaken 
with a view of conserving the remaining assets. 


At this point the management on its own initiative con- 
sulted certain of its bankers, who advised it to have made, 
a comprehensive study of its entire situation, by competent 
engineers who could approach the many serious problems 
involved, unhampered by tradition and with a judgment 
unwarped by the depressing influences of the past few years 
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in this particular industry. This advice was taken. The 
bankers, having acquired knowledge by their personal ex- 
perience in several situations of a similar nature, had defi- 
nite ideas as to how such a study should be conducted and 
what the report should reveal. They were able, therefore, 
to render promptly a definite service both of advice and of 
direction. 


The engineering organization engaged to make the 
study and report was given the following general instruc- 
tions: 

1. To analyze sales possibilities and determine whether 
the demand for the products manufactured by the 
company showed an upward or downward trend. 
Further to estimate the probable sales of the Com- 
pany for the coming year. 

2. To determine what portion of the total assets of the 
Company was required to manufacture and finance 
the sales as forecasted. 

. To study the several plants of the Company so as to 
determine which could be operated at the lowest 
cost to supply the product required to serve the 
sales forecast. 

4. To segregate the assets of the company into two 
classes, active or operating assets, and surplus or 
liquidating asset, and appraise each at fair values 
on the basis of such classification. 

. To prepare an annual budget based on the sales fore- 
cast which would demonstrate whether expenses 
could be so controlled that a profit might be antici- 
pated. 

It required three months to complete this report. It 
was necessarily voluminous as it undertook to determine 
the future destiny of one of the major industrial enterprises 
of the country. 

The report answered clearly and concisely the basic 
inquiries suggested by the bankers. All the facts in the 
case were produced, sorted and made available for construc- 
tive action. 

A collateral benefit derived from the study which was 
outstanding and convincing was the evidence submitted, re- 
specting the present asset value of certain semi-active prop- 
erties of the Company, and demonstrating the fact that they 
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possessed in themselves earning and liquidating potentiali- 
ties sufficient to sustain a bond issue, to refund existing se- 
cured indebtedness, the early maturity of which accentuated 
the current operating problem. 


The management and the bankers who had by this 
time become intensely interested in the solution of the diffi- 
culties confronting this enterprise, being now fully in- 
formed, decided that before commencing to build, it might 
be well to inquire if the Master Builder needed in the 
reconstruction of this great industry, was available. There 
was no question as to who this man was. He was the man 
whose personality had been expressed throughout the re- 
port, who had visualized the operations of this enterprise, 
who had conducted the sales analysis, made the sales fore- 
cast, segregated the effective profit-producing plants from 
the ineffective red ink producing plants, who had ascertained 
what amount of inventory it was necessary to carry, who 
had constructed an operating budget which revealed a rea- 
sonable possibility of earnings, and who had in general dem- 
onstrated that he possessed the essentials of industrial lead- 
ership. 


This man was made president of the company and forth- 
with he began to co-ordinate its operations with the budget 
that had been prepared. 


Let us now review briefly what had been accomplished 
up to this point. 


A survey had been made which determined the probable 
volume of profitable demand for the company’s product. 
This survey was extensive, covering the sales history of the 
enterprise, its methods of distribution, its sales organization, 
the factors of competition, the style factor and the other 
trade tendencies influencing the use of the company’s prod- 
ucts. 


An equally comprehensive survey had also been made 
covering the sources from which the company secured its 
raw material and the conditions governing purchases. 


It had been the past custom of the purchasing depart- 
ment, which in this particular company appeared domin- 
ant, to purchase its raw material when it believed prices 
were most favorable. It had not based its purchases prim- 
arily on the requirements of the sales department. 
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This resulted frequently in excessive inventories of fin- 
ished goods, as the raw material was of such a nature that 
it had to be placed promptly in process. The excessive 
inventories thus created rode the sales department like an- 
other Old Man of the Sea, on the Shoulders of Sinbad, to the 
point of sales forcing and inevitable price cutting. Thus one 
uneconomic process bred another. 

The conclusion which was embodied in the sales fore- 
cast was that the logical expectations as to the volume of 
profitable business was only three-fifths of the pre-war vol- 
ume and of the existing productive capacity. 

The sales forecast as made, therefore, had demonstrated 
that the existing plant capacity of the Company was at least 
two-fifths too great. The manufacturing facilities of the 
Company most available and best adapted to produce the 
volume of product required were selected, and the balance 
segregated for liquidation. 

And just as manufacturing plants were segregated for 
liquidation through the scientific efficiency of the budget, 
the human organization of the company came under review, 
necessary human elements being retained and surplus human 
elements released. 

There is no place under budgetary control for a non- 
income producing item in the sales dollar. 

It is manifest that every preliminary requisite con- 
templated in the making of a sales budget, a purchase 
budget, a production budget, and administrative budget, a 
plant budget, a cash budget and the sum of all these, a 
master budget, had been complied with in the making of 
this report. 

You may now properly inquire what has been the result 
of all this investigating and analysis. 

The first three months of operation, after the new presi- 
dent assumed office and put in process the system of recon- 
struction which had been agreed upon by the management 
and the bankers, showed a profit. The income of the second 
quarter went well beyond expectations and now this com- 
pany has re-established its business on a satisfactory basis. 

If such a success can be secured as the result of budget- 
ary control under good management in a company whose 
products had been sold at a loss for several years, what 
results might be expected from such a system in a highly 
prosperous corporation ? 
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I am inclined to believe that few successful corporations 
which do not employ budgetary control can be found in a 
condition of balance such as is compelled by the budget. One 
might well expect to find in such corporations unbalanced 
inventories, surplus assets not pulling their fair share of the 
dividend load, excess labour, both direct and indirect, and an 
unscientific plan governing production. Large earnings, due 
in part to good executive management and to fortunate sales 
conditions governing the distribution of attractive products, 
will conceal many wasteful expenditures which a budget 
inevitably reveals. 

In closing let me leave this thought with you. Modern 
business is both making and being made by the civilization 
in which it is being carried on. Therefore, we who are 
assisting in better done business have our shares of respon- 
sibility in the progress of civilization. 





CHAPTER NOTES i 


TORONTO 








The attendance at Toronto Chapter meetings during 
the fall showed that our members have considerable interest 
in subjects which are a little outside of cost accounting, 
though related to it. This was illustrated at the December 
14th meeting, which was addressed by W. Gordon Mills, of 
the Treasury Department, The T. Eaton Co., Ltd. His 
subject, “Business Forecasting,” is obviously a broad one, 
not only in the objects sought but also in the ground to be 
covered. Mr. Mills gave a comprehensive address, and won 
the high opinion of his audience for the clearness of his 
remarks and for his modesty regarding his own conclusions. 

G. A, Phare, a director of our Chapter, who was with 
Lever Bros., Ltd., here, has been moved to Winnipeg, where 
he will be assitant manager of an associate company, Royal 
Crown Soaps, Ltd. We wish to congratulate Mr. Phare on 
this promotion, and to wish him every success in his new 
field. Mr. Phare is continuing as a member of the Society. 

At a meeting of the Toronto Chapter Executive on 
January 11 it was decided that, if practicable, arrangements 
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be made with the University of Toronto for an extension 
course for candidates preparing themselves for the Society’s 
examinations, and that Mr. Jardine be asked to carry this 
into effect. Mr. Jardine has been able to conclude this 
arrangement, as follows:—The University Extension De- 
partment offers to conduct a course along the lines required 
by the Society, to consist of a lecture of two hours one 
evening a week for twenty weeks. We have to guarantee 
twenty students. The cost will be $15 for each student for 
the series. The course is open to all members of the Society, 
whether senior or junior, and will begin next autumn. Indi- 
cations are that the required number of students will be 
exceeded. Enrollment may now be made ky communicating 
with the Society at 81 Victoria Street, Toronto. 





MONTREAL 


Whether it was due to the advance influence of the 
Christmas spirit—the Bankers’ Hockey League, or the more 
mundane “work”—at any rate a very small attendance 
greeted Mr. G. C. Piche, the Province’s Chief Forester, when 
he came from Quebec on December 9th to speak to us on 
“Costs in the Forestry Department.” Mr. Piche was intro- 
duced by his former classmate, Mr. L. Belanger, as a man 
who owed his success to the love of work and to “la joie de 
connaitre’’—a worth while combination. His paper covered 
the “plantation end of the Forestry Department Work’”— 
the method—the problem—the costs. He outlined the ideal 
state wherein the carefully supervised lumbering industry 
would no longer be destructive but would be operated only 
at the rate of the natural increase of the replanted forests. 
Costs greatly affect the reforestation—the capital charge, 
crop expenses, cost of trimmings, must all be considered as 
investment items bearing interest over their respective 
periods. At the usual rates of interest it has been deter- 
mined that the period of forest growth showing the greatest 
profit on exploitation, is approximately that of fifty years. 
The Algebraic Formule used to determine profits, costs, ete., 
found a rusty spot in most of the members. Our old friend 
“St. Nicholas” must have chuckled in glee when he heard 
the Christmas Tree Industry would not necessitate a process 
of devastation under the larger plan for deforestation. 
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HAMILTON 


Two meetings of exceptional interest were held during 
the month of December. On December 7th, J. C. Callaghan 
of The Steel Company of Canada, Limited, addressed the 
members of the Chapter. Mr. Callaghan, who took as his 
subject, ‘““Cost from an Executive View Point,” spoke at 
some length on the necessity for close co-operation between 
the cost man, the factory superintendent, and the executive 
officer. His address was listened to with marked interest, 
which was demonstrated by the numerous questions on 
which Mr. Callaghan’s opinion was subsequently sought. 
Following Mr. Callaghan’s paper and discussion thereon the 
members turned their attention to the opening chapters of 
“Accounting,” by Messrs. Smails and Walker, one of the 
text books recommended for examination preparation. 
Nearly thirty members have obtained copies of this text 
book, which shows the interest which has been aroused by 
the announcement of the Examination Plan. 

On December 14th, Mr. Arthur Lazarus of New York 
introduced the subject of “Correct Organization Principles.” 
Mr. Lazarus, who has had wide experience in the study of 
manufacturing, commercial and distributive organizations, 
illustrated his lecture with practical principles as laid down 
by some of the largest and most successful corporations on 
the American continent. He emphasized the necessity for a 
definite policy to be followed by all officers and employees as 
a prime foundation for every successful enterprise. The 
address of Mr. Lazarus was well received, the attendance 
of members and friends numbering eighty-five, proving a 
high water mark in the life of the Hamilton Chapter. 

Generally it is conceded that the fall season, under the 
presidency of Mr. Love, has set a new standard for this 
chapter. The executive is, however, by no means satisfied, 
Mr. Love’s season’s greetings being concluded by the words, 
“Yours for one hundred members.” Among the most suc- 
cessful innovations has been that of the dinner meeting 
prior to the regular chapter meeting. 

On December 7th, we were honoured by a visit from 
Mr. James Turner, Vice-President of the Society, and other 
members of the Toronto Chapter. Mr. Turner extended an 
invitation from the Toronto Chapter to attend some of the 
meetings in Toronto. 
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